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THE PRESENT WORLD SITUATION AND REAL ESTATE 


INCE July 26, 1956, when Colonel Nasser nationalized the Suez Canal 
S Company, the threat of a third world war has never beenfar away. No 

discussion of this situation has yet been presented in the Real Estate An- 
alyst Reports for the following reasons: 


1. The international complications have not clarified sufficiently, up to the 
present time, to make possible any intelligent opinion on the eventual outcome, 
although, clearly, the probability is that the Far East situation will be solved 
short of war. 


2. Any major effects which will develop in the real estate field will not take 
place until some time after the international stress has either abated or developed 
into actual war. 


3. Because of this considerable lag in effects on real estate, any attempt 
to determine basic real estate strategy prior to this clarification is a useless, 
dangerous, and unnecessary policy. There would be sufficient time to act with- 
out penalty after the issues are more clearly resolved. 


While I think that the present international! situation will ease, I have been 
asked to comment on what would happen to real estate were a major war to de- 
velop in Europe or the Middle East. 


I have before me many charts showing the various indexes on business and 
real estate on which we have compared trends during the Civil War period, the 
World War | period, and the World War Il period. Based on the way these various 
factors have behaved in previous periods of stress, | believe it would be possible 
to hazard the following guesses without too great a chance of being wrong. Should 
a major war develop in Europe or Asia, regardless of whether or not the United 
States were immediately involved, I believe that: 


I. Industrial production would probably show no great change for about 6 
months, with some probability that it would fall during this initial period. Within 
6 to 9 months, however, it would rise sharply and would stay on a high plateau 
for the duration of the war. 
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ll. The stock market would probably drop for a very short period, then would 
advance rather sharply. 


ll. Freight car tonnage, after dropping for about 6 months, would turn up- 
ward and would shortly thereafter reach capacity operations which would continue 
for the duration. 


1V. Employment in nonagricultural establishments would drop for about 6 
months, then would advance until the labor force had been increased by all those 
employables, many of whom at present do not consider themselves a part of the 
nonfarm labor force. This would include married women not now employed, 
persons now retired or semiretired, and recruits from agricultural areas not 
employed at wages competitive with those that could be paid by war industries. 
The tremendous increases, however, in the number of nonfarm workers which 
we experienced during World War I could not be repeated, as we entered that 
war with a large number of unemployed. There is only frictional unemploy- 
ment at the present time. The average work week of employed workers would 
increase but, again, not by the percentages which characterized it in World 
War Ul. In the first half of 1939, the average work week ran about 37 hours. 


V. Wages would increase faster than they did,after either the beginning of 
the war in 1914 or in 1939, as there is less slack in the whole employment field 
today than there was then. The rise, however, would probably not start until 
after an interval of 3 months. 


Vi. Wholesale commodity prices would not increase for 6 or 8 months after 
the trouble developed, but would then advance sharply. 


VU. The cost of living would show little increase for the first year, then 
would advance by a considerable amount. In spite of previous failures, price 
fixing would be used in an effort to halt the rises, and rationing would probably 
be used for motor fuels and certain items of food. 


Vill. The number of new dwelling unit starts would drop sharply, and would 
later be limited to conserve manpower and materials. 


1X. Building material prices would probably move sideways for from 6 months 
to a year, then would increase sharply, due to demands from other industries for 
many of the raw materials used in the building field. 


X. Residential rents would probably be frozen much earlier than they were 
in World War Ul. The freeze would be effective for several years in holding down 
rent increases, then rents would start to advance in spite of controls. The rate 
at which rents actually advanced during the last 5 years of Federal rent control 
was greater than the rate at which they have advanced since Federal rent con- 
trols were dropped. 
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Xl. If residential rents were frozen, the sales of single-family residences 
would increase rapidly, as many people would attempt to withdraw their prop- 
erties from the rental market, and persons needing housing, during the shortage 
which would develop, would be forced to buy in a scarcity market. This would re- 
sult in a rapid increase in selling prices. 


XI. Interest rates would fall. The necessity of financing any war activities, 
at home or abroad, would make an easy money policy necessary. As interest 
rates changed, capitalization rates would change, and with lower capitalization 
rates, investment properties would go up in price, even though the net income 
remained the same. 


XIl. Foreclosures might rise a trifle for a short time, but then distress 
sales of practically all types would almost disappear. Foreclosures do not occur 
in any quantity in a scarcity or rising market. 


XIV. Farm land values would show little change for 6 months to a year and 
would then increase as farm surpluses were absorbed by foreign markets. 


Should a third world war develop at any time in the future, | am very much 
afraid that it would result in immediate freezing of many of the elements of our 
economy, in an attempt to prevent the inflationary spirals which always develop 
from great war activities. 1 am convinced, and! believe the experience of the 
past would certainly demonstrate the soundness of my conclusion, that an infla- 


tionary spiral cannot be prevented if a war occurs, but it can be delayed during 
the early part of the war. 


The reasons why war inflations cannot be prevented consist primarily of the 
fact that during the war period a large number of persons are manufacturing goods 
and services which are not for sale in the market. Wages are paid throughout 
the Nation for production without any possibility of these wages being used to 
buy the products which have been created. The financing of this production is 
almost always done through borrowing and inflation. When money is made avail- 
able to consumers without a comparable increase in the amount of goods and 
services for sale, the greater number of dollars bids against each other for the 
limited production available for consumption. This brings the inevitable result 
that prices rise and the purchasing power of money declines. Only if all ex- 
cess purchasing power could be absorbed through the sale of war bonds and 
through other enforced savings could the price level be held steady. It is my 
opinion that in a free economy, workers cannot be persuaded to work long hours 
without being allowed to spend a considerable portion of their war earnings. 


l am also afraid that the reinstitution of war controls would result in a much 
further drift to the left in our economy, and that, after the end of the war, it 
would be impossible to go back to our present position. The progress we have 
made during the past 4 years in working back toward a free economy would be 




















entirely wiped out, with little chance in the foreseeable future of being able to 
recover our present position. 


My own opinion is that a major war will be averted, as no country wants to 
start a war it cannot win. In the next major war, if it ever comes, it will not 
be primarily who is right that counts, but who is left. While no nation will in- 
tentionally take the last step toward war, the situation might possibly become so 
explosive that war would resuit without anyone’s wanting it. Of course, weall 
hope sincerely that this will not be the case. 











